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iNTERIM ESTIMATES OF COSTS FOR SELECTED PROVISIONS
ALTERNATIVE TO ONES IN S. 1527

There are several distinct areas in which possible adjustments to the
S. 1527 design can be identified clearly. This report briefly describes major
alternatives within each of these areas, and provides a preliminary estimate
of the incremental effect of each alternative on total government cost.

Each incremental cost estimate is presented as an absolute percentage of
Federal payroll, to be added to or subtracted from the estimated S. 1527 govern-
ment cost of 20.8 percent of payroll. Each estimate reflects what would happen
if that particular change were implemented, and the rest of S. 1527 remained in
force. Note that the cost effects of various combinations of alternatives can-
not be determined simply by adding together the cost effect of each component.
There are often interactive effects when multiple changes are introduced to-
gether, and the development and pricing of specific combinations will require

further consultation.

AREA 1: THE DEFINED-BENEFIT ACCRUAL RATE

i 82”T55f>establishes a 1.0 percent benefit accrual rate for each year of
Federal service. The following increases in the accrual rate yield the indi-

cated increases in cost:
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1-A ) 1.05% a +0.6%
1-B 1.10 +1.2
1-C 1.15 +1.8
I-D N 1020’_ +2-3
1o < /. 28 F3. 0

AREA 2: COST-OF-LIVING ADJUSTMENTS (COLAs)

S. 1527 provides for a COLA equal to the annual increase in the Consumer
Price Index (CPI), minus 2 percent. The following changes to the COLA provision

produce the indicated increase in cost.

2-A Full COLA +3.0%
2-B ‘ Full COLA after age 62, +2.5
e with a "diet COLA" (50%
— of CPI, or CPI minus 2%)
before age 62 o
’ (1//'( *
2-C A full COLA provided every +2.7 ALY
other year (“catch-up COLA™) B e
o COoLA + . Ya.S
.7\0(' ‘70 ¢ +~ /14/
JLe Ceta 2.9 Y,

AREA 3: EARLY RETIREMENT REDUCTIONS

S. 1527 reduces the benefit by 2 percent for each year before age 62. For

-t S¢ Ay

example, a benefit payable at age 55pwould be reduced by 14 percent. Eliminat-

ing or halving this reduction would increase cost as follows:

3-A no reduction +0.5%

3-B reduction of 1X for each "40.2
year before age 62 ‘
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AREA 4: SALARY BASE FOR DETERMINING BENEFfs

- @
S. 1527 establishes a salary base for benefit computation of the highest

five consecutive years. Changing that provision to the highest three consecu-

tive years would increase total cost as indicated:

4-A highest 3 consecutive years +0.9%
I,H/’D{ 0.’& /"’P\A/"L) /(’7 7 I/J 7 /
{ 7 LY
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AREA 5: EMPLOYEE CONTRIBUTIONS /ﬁ74‘

The defined benefit portion of S. 1527 is non-contributory for employees.
There are different levels and structures of employee contributions that could
be introduced. The following is the cost effect of the most frequenstly men-

tioned altétnative:

5-A Level contributions: -1.12
employee contributes 7% '
of pay minus the amount
paid to social security

AREA 6: DEFERRED BENEFITS

S. 1527 pays an unindexed deferred benefit to all vested employees. Be-
cause there are no employee contributions, there are no forfeitures of deferred
benefits through refunds of contributions. The cost of indexing deferred bene-

fit entitlements is:
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6-A index deferred benefits by +0.6%
full CPI over the period

between separation and pay-

ment

AREA 7: DISABILITY BENEFITS

S.F}QZZ provides a 60 percent of pay long-term-disability (LTD) benefit,

o~ o

W;ffsét by social security benefits. The LTD benefits, along with the projected
retirement benefit, are indexed by CPI minus 2 percent. There are a variety of
possible changes that could be made in the disability area. The most expensive
would involved the fullest possible indexing of the LTD and projected retirement

benefits.

7-A LTD and projected retirement +0.6%
benefits indexed by Federal
pay increases

AREA 8: SURVIVOR BENEFITS

S. 1527 provides the ERISA minimum preretirement survivor benefit, and a
postretirement survivor benefit equal to 50 percent of the actuarially reduced
benefit. The cost effects of an "upper-bound”™ survivor package, and its two

main features, are:

8-A Preretirement survivor benefit 4+0.3%
payable immediately; postretire-
ment benefit with a 10X reduction
applied only during life of eli-
gible spouse, and surviving spouse
receives 50% of the unreduced
benefit
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CAPITAL ACCUMULATION PLAN
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S. 1527 provides a tax-deferred 401(k) plan with a government match of

100 percent on employee contributions of up to 5 percent of pay. There is a

wide range of alternative designs available in this area.

here:

Three are specified

-;7" 9-A 50Z match on contributions up to 6% -1.6%
9-B 100Z match on contributions up to 3% -1.1
9-C Government contributes 2% for all em- -1.0
ployees, employee contributions op-
tional
§ iee e Lo XY, - i b
;0 e b3 -
7 C

Dennis Snook

Team Leader

Civil Service Retirement Team
Education and Public Welfare Division
July 31, 1985

Approved For Release 2010/05/18 : CIA-RDP89-00066R000200010007-5 _




I VO § SRRSO A N OSSN IO it AL LR i L O AL G I ) R E e B

Approved For Release 2010/05/18 : CIA-RDP89-00066R000200010007-5

CIVIL SERVICEK PENSION SYSTEM
to supplement social security

and comparison with current
Civil Service Metirement Systes

1. BASIC RETIREMENT PLAN

Draft bill (7/11/85)
Rligibility Federal employeces who are not Federal e.ployocc who are
covered by social security. covered by social security.
Required employee 7% of total pay. None, except for social
contributions security.
Vcating of retirement 5 years service, provided 5 ycars service.
benefits employee does not withdraw
his own contributions.
Average of Righ-3 yrs salary.
lgnores bonus & overtise.
1.5% x first 5 yrs. service,
1.75X% x next 5 yrs. service,
2.0x x yrs. of svc. over 10;
all times salary base.

Average of Bigh-5 yrs. Ignores

Salary base
bonus, overtime, pay cap.

Retirement benefit 1.0% times years of service.

formula (accrual rate)

Bligibility for retirement

1. Unreduced Age 55 & 30 years service, Age 62 & 5 years service.
Age 60 & 20 years service,
Age 62 &L 5 years service.
2. Reduced No provisions. Age 55 & 10 years service.
3. Involuntary Age 50 & 20 yrs. service. Age 50 & 20 yrs. service.

Any age & 25 yrs. service. Any age & 28 yrs. service.

At lesst 5 yrs. service when
esployment terminates.

AL least 5 yrs. service,
and does not withdraw
employee contributions.

4. Deferred vested

Asount of retirement benefits

Based on accrual rate,
without reduction.

Based on accrual rate,
without reduction.

1. Unreduced

2. Reduced (A) Age 65 & 30 yrs. service,
benefit reduced 2% for
esach year under age 62.

(B) Age 88 & 10 yrs. service,
benefit reduced 5% for

each yesr uander age 62.

No provisionms.

Reduced 2X for sach
year under age 55.

3. Reduced 2% for eech year

under age 62.

Involuntary

Accrued benefit
payuble at age 62.

4. Full mccrued benefit payable
at age 62. Reduced benefit
cen be slected when former
esployece attains age 55

with the service pneeded for
early retirement (10 years

or 30 years), with reductions
at 5% or 2% per year under 62.

Deferred vested

No contributions, thus

Option to withdraw at
. no refund.

separation sums

contributed with

benefits rorfeltcd.
Cost-of-living Annunlly. 100X of 60X of CP'l iacrease, with
adjusimcnts (COLAs) rute of inflation s larger COLA in event of high

aecasurcd by increanse in inflation,

Consumer I'rice index (CPI).

e e o i te n e e = e e T e~ s - - = - = = oe = = = = > - - o -

Optionni forms of benefits

Suspension of h»",f.g,
during r«-e-plOyncnn

............ e e w e

Joint-&k-survivor anmnuity,
(Survivor amnuity is 55% of
caployce’s umnreduced snnuity.
If spuuse dies fjirst, annuity
to caployee is restorcd to
unreduced amount.)

Subnidized (leas than full
nctuurlnl reduction).

Applle- oniy to involuntary
retirement cusces.
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2.

1. Joint-&-gurvivor annuity.
(Survivor annuity is 50% of
eaployee’s reduced unnuity.
It spouse dies first, annu-
ity to cewployee is restored
to unredyced amount.)

Social security leveling
option (ages 55-62).

Applies to all retirements.
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2. THRTFT-SAVINGS PLAN

Currenl CSRS

cEtE
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Sraft bL12 (7/11/8%)

Contributicas (met
included in gress inceme
fer tax purpeses belere
acceunt is paid eut):

Paid by eaployee and
matched by employer

Additienal veluntary
enployes centributioas,
et matched by esployer

N/A

N/A

Up te $X of pay, with sapleyer
natching ot $1 for each $1i.

Up to 5X of pay.

Vestiag

N/A

Employec i3 iumediately vested
for own ceatributiens,
empleoyer countributions

vested at 20X after

1 year of mervice,

increasiag te 100x

after Sth yoar, with say
iaveastmeat gains/lesses.

Javestment of
espleyee accouats

[ 74

Empleyee may elect investment

of ewn account ia:

(A) Geversmeat securities.

(8) Fined-fucens securities,
using jasursace cespany
Guarasteed Iavestsent
Contracts (GICa) er ether
private~secter assets.

(C) Equitiss, uwasing isdex fuad
iavestad in prepertien
te s diversified commen
steck tfelie sueh as
Stendard & Peer's $00
Steck Iadex.

Phase-in of private-secter
investment epties after thrift
plen ceatributiens begin:

Required te be in
gov®t gecurities

Contrib-
utions in
cal. year

Enpleyee IEspleyer

1988 w/a /78
1987 100%

|
1989 [ ] 100
1890 40 100

Puyoat of empleoyee
retirencat accewnats

n/a

Eapleyee may elect payout of
vested m*.-t belance:

1. As snewity,

2. 1= cash (ot retirenesnt age,
doath or disability).

3. As sellever te IRA (ot
ternisstiion of capleywent
or deuth).

Active espleyees may st
withdraw fonds.

Surdship loans (o capleyses
are teo be eolloved on or

after Jassary I, 1988,
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Preretirement death
benefit, spouse or
former spouse.
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3. SURVIVOR BENKFITS

At death of

active employee with
14 months service,
surviving spouse
gets 55% of:

(A) annuity earned at death,
or, if larger, the
lesser of (B) or (C).

(B) 40x of salary base, or

(C) annuity earned with
service projected to
age 60 at saame
salary base.

Group life insurance
benefits also are payable.

A BN RE A A EEl g

Surviving spouse may get:

(A) Any socisl security
bemefits payable.

(8) Group life. Employer pays
the full cost of basic
group life amount equal to
the basic amount under
current law. (This is
one times annual pay
rounded tp mext higher
$1,000, plus $2,000, at
ages 45 and over, snd
is higher for those
under age 45.)

(C) At death of individual who
is eligible to retire,
lifetime pemsion equal to
50% of pessien, reduced
for early retiremenst and
for election of 50% joimt-
and-survivor eanuity.

(D) At death of individual who
is vested but mot eligible
to retire, lifetime pen-
sion (commencing when the
individual first weuld
bave been eligible to
retire) equal to 50X of
pPension, reduced for early
retirement and for
election of 80X joint-and-
survivor amnmuity.

(E) Thrift plam account.

Preretiremsent death
bepefit, children

Unrelated to amnuity;
annvally adjusted dollar
amount varied by number
of children, and whether
or mnot orphaned.

None from plan; benefits
provided by social security.

Optioaal post-
retiremeat
death benefit,
spouse or
former spouse

55X of earmed retirement
snouity unless choice
Joinstly rejected;

option results ia

2.8% reduction ia

first $3,800 of amnuity
and 10% reductioa

to annuity over $3,600.

Annuity to married retiree

is automatically reduced
actuarially as in a 50X joint-
and-survivor plem to provide a
Spouse survivor ammuity.
(Automatic uanless choice

is jointly rejected.)

Children

Same as for pre-retireseat
death bencfit.

Nome from plan; benmefits
provided from secial security.

Special provisioas
for surviviag
former spouses,

or mew spouses
due to murriage
after retirement.

Benefits are the same

as for surviviag spouses,
subject to elections amd
deposits in certain cases.

Benefits are the same

as for surviviag spouses,
subject to elections and
deposits in certasin cases.
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4. DISABILITY BENKFITS

--------- D A L L L T R Ty

Current CSHS

Braft bill (7Illlla)
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Adeiniatration
and eligidbility

Provided frea CINS,

if eaployee has S years

of sarvice for eligibility.
Custemarily paid after
sick leave is used wp.

Provided uader saparate
Leng-Tern Disability (LYD)
plan with third-party
adainistrator. Disability
benclite are paid first fron
unuscd sick leave, thea
after ne further waitling
period fram LTD plan, if
capleyee hus I8 sanths of
service for LYD Qlllibailty

. - - - E e —- . @S S~ T - - - - - . P .., R E R e .—"-. -

Defiaition of disability

Usuble te do any
Job feor which the
eapleyee is quulified
in the asawe agescy at
the same grade level.

Caploeyee nust mecetl onn of tue

definitions of disability--

1. Secial Securily definitlion:
Unable te werk in substan-
tial gninfel ectivity.

2. Occupeltienal definition:
Unable te do any job for
which the empleyees is qusl-
ifled ia the sene sgency
and copuutisg area, at the
seme grade fevel.

Suring disebility, tetal
incene freom werk say set
axceed 60% of pey level feor
fermer job, and euployee mey
be givea physical exeans.

Disability benefit
anounts

Ansuity enrsed at eosnset,
or if greater, the lesser of:
(a) 40% of salury base, or
(b) sasuitly besed e

service prejected

te age 60 at the

seme salary base.

60 perceat of salery, offset
efter S-menth warting period
by 1003 of secial security
prisary beaefit, if say,
payable te sge €2,

i loy¢e meets oaly the

'-'uz‘n defiaiction of
diubuuy. benefits are
reduced year after they
begin te 40 perceat of salary,
paysble to age $S.

Disability desefit smeuats
have asausl cest-ef-liviag
adjustaentis (COLAs) that are
the sane vader the secial
security mgru.

Retirenent benefits
after disadility

Pisability peasiea
continues feor Life
£ we recevery befere
mermal retireseat sge.

Suring Ltq benafit peried,
euployee’s service contisves
te be credited Loward basic
retirencat beseflit formsia,
hagh-S gous up te reflect pay
level fer cupleyee’s fermer
Job, aad esapleyee wey partic-
ipate in theift plan.

After loag-tars disebility
benefit peried eads, cupleyee
is eligible for retirenent
benefits besed on age and.
service atl that tise.
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asr traffic contrellers,
Ceagrees, etc.
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dreft bill (7/11/85)

Law cafercement officers
and firefighters may retire

at age 50 & 20 years service.

Benefit is 2.5% of high-2
Limes first 20 years of
service, plus 2% times
service beyoad 20 years.

Alr traffic coatrellers
may retire after 23 yaars,
or at age 50 & 20 years,
with uareduced bemefits
uader the regular formula,
but sot less thea

50x of high-3.

Other groups have special
contributions, benefits.

Law enfercement, firefighters,
and air trelfic contrellers
sey retire at age 55 wilh 2%
years of service. Supplement
equal te socia) security
puyable between ages 58-62.

Natiomal guerd techsictiums
may retire at ege 35 with
30 years service, with ne
supplement payebdle.

These clesses may retire
befare age 85, if they have
25 years of service, with
reductioen of 8% per year
belew age 55, and with no
supplement payable before 55.

Other greuwps got the regular
benefits of the plan.

Treatmeat of sen-federal

Certaia groups are

Rewly hired employees of the

enployees as federal included. D.C. govermmeat are excluded
enployess for purposes from this pregras.

of retirement

Traasfers of curreat N/A Current employees nay elect to

enployees te mew pregram

Joim secial security and new
progran usntil Jasuary 1, 1988.

Credit in curreat progras

is frosdem, except thet

high-3 pay cestiaues to rum.
Employee retaiss survivor
coverage from curreat plam,
but mot dissbility ceverage.
All service ceumts teward beth
pregrems® eligibility for
retirement and vesting.

Employee is givea credit for
prier federsl service toward
eligibility fer lomg-term
dissbility ceverage,

and the secisl security
wiadfall-benefit reduction
is waived.

Effective date aund
trensitien froms
interin plen
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Effective date is Jan. 1, 1987.

Enployees whe contributed
tevard jaterin plas sfter 1983
receive credit teward thrift
Plan fer these centributions
and satching espleyer ceatri-
butions plus interest.




